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Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
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In this Act—

(1) the terms ‘“Administration” and ‘“‘Adminis-
trator’” mean the Small Business Administration
and the Administrator thereof, respectively;

(2) the term ‘“‘small business concern” has the
same meaning as in section 3 of the Small Business
Act (15 U.S.C. 632); and

(3) the term ‘“‘small business concern owned
and controlled by socially and economically disadvan-
taged individuals” has the same meaning as in see-
tion 8 of the Small Business Act (15 U.S.C. 637).

TITLE I—.REAUTHORIZATION OF
PROGRAMS

SEC. 101. REAUTHORIZATION OF PROGRAMS IN SMALL
BUSINESS ACT.
The Small Business Act (15 U.S.C. 631 et seq.) is

amended

(1) in section 7T—

(A) in subsection (b)(1)(C), by striking
“fiscal years 2000 through 2004 and inserting
“fiscal years 2007 through 2009”; and

(B) 1n subsection (m)—

(1) in paragraph (4)(F)(11), by striking

“not more than 20”7 and all that follows

through the period at the end and insert-
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“not more than 30 grantees in each of

ing
fiscal years 2007 through 2009, each of
whom may receive a grant under this sub-
paragraph in an amount not to exceed
$200,000 per year.”; and
(i1) in paragraph (12), in the matter
preceding subparagraph (A), by striking
“during fiscal years 1998 through 20007
and inserting “‘during fiseal years 2007
through 2009”;
(2) in section 9—
(A) by striking subsection (m);
(B) in subsection (n)(1), by striking
“through fiscal year 2009”"; and
(C) in subsection (s)(2), by striking “fiscal
yvears 2000 through 2005 and inserting “fiscal
vears 2007 through 20097,
(3) in section 20, by striking subsections (d)
and (e) and inserting the following:

“(d) FiscaL YEAR 2007.—

“(1) PrROGRAM LEVELS.—The following pro-
oram levels are authorized for fiscal year 2007:
“(A) For the programs authorized by this

Act, the Administration is authorized to

make

S 3778 PCS1S
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“(1) $80,000,000 in technical assist-

ance grants, as provided in section 7(m);
and
“(i1) $110,000,000 in direct loans, as
provided in 7(m).
“(B) For the programs authorized by this
Act, the Administration is authorized to make
$27,050,000,000 in deferred participation loans

and other financings, and of such sum, the Ad-

ministrator is authorized to make

“(i) $18,000,000,000 in general busi-
ness loans, as provided in section 7(a);

“(i1) $8,500,000,000 in certified de-
velopment company financings, as provided
in section 7(a)(13) and as provided in sec-
tion 504 of the Small Business Investment
Act of 1958;

“(i11) $500,000,000 in loans, as pro-
vided in section (7)(a)(21); and

“(iv) $50,000,000 in loans, as pro-
vided 1n section 7(m).

“(C) For the programs authorized by title
III of the Small Business Investment Act of
1958, the Administrator is authorized to

make—

S 3778 PCS1S
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“(1) $500,000,000 in purchases of

participating securities; and
“(i1) $4,000,000,000 in guarantees of
debentures.

“(D) For the programs authorized by part
B of title IV of the Small Business Investment
Act of 1958, the Administrator is authorized to
enter into guarantees not to  exceed
$6,500,000,000, of which not more than 50
percent may be in bonds approved pursuant to
section 411(a)(3) of that Act.

“(E) The Administrator is authorized to
make orants or enter into cooperative agree-
ments for a total of $7,000,000 for the Service
Corps of Retired Executives program author-

1zed by section 8(b)(1).

“(2) ADDITIONAL AUTHORIZATIONS.

“(A) IN GENERAL.—There are authorized
to be appropriated to the Administrator for fis-
cal year 2007, such sums as may be necessary
to carry out the provisions of this Act not else-
where provided for, including administrative ex-
penses and necessary loan capital for disaster

pursuant to section 7(b), and to carry out the

S 3778 PCS1S
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Small Business Investment Act of 1958, includ-

ing salaries and expenses of the Administration.

“(B) LiMITATIONS.—Notwithstanding any

other provision of this paragraph, for fiscal year

2007—

“(1) no funds are authorized to be
used as loan capital for the loan program
authorized by section 7(a)(21), except by
transfer from another Federal department
or agency to the Administration, unless the
program level authorized for general busi-
ness loans under paragraph (1)(B)(I) is
fully funded; and

“(i1) the Administration may not ap-
prove loans on its own behalf or on behalf
of any other Federal department or agen-
¢y, by contract or otherwise, under terms
and conditions other than those specifically
authorized under this Act or the Small
Business Investment Act of 1958, except
that 1t may approve loans under section
7(a)(21) in gross amounts of not more

than $2,000,000.

“(e) F1scAL YEAR 2008.—

S 3778 PCS1S
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“(1) PROGRAM LEVELS.

The following pro-
oram levels are authorized for fiscal year 2008:

“(A) For the programs authorized by this
Act, the Administration 1is authorized to
make—

“(1) $80,000,000 in technical assist-
ance grants, as provided in section 7(m);
and

“(11) $110,000,000 in direct loans, as
provided in 7(m).

“(B) For the programs authorized by this
Act, the Administration is authorized to make
$29,550,000,000 in deferred participation loans
and other financings, and of such sum, the Ad-
ministrator is authorized to make—

“(1) $19,500,000,000 in general busi-
ness loans, as provided in section 7(a);

“(i1) $9,500,000,000 in certified de-
velopment company financings, as provided
in section 7(a)(13) and as provided in sec-
tion 504 of the Small Business Investment
Act of 1958;

“(iii) $500,000,000 in loans, as pro-

vided in section (7)(a)(21); and
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“Giv) $50,000,000 in loans, as pro-

vided in section 7(m).

“(C) For the programs authorized by title
IIT of the Small Business Investment Act of
1958, the Administrator 1is authorized to
make—

“(1) $600,000,000 in purchases of
participating securities; and

“(i1) $4,000,000,000 in guarantees of
debentures.

“(D) For the programs authorized by part
B of title IV of the Small Business Investment
Act of 1958, the Administrator is authorized to
enter into guarantees not to  exceed
$7,000,000,000, of which not more than 50
percent may be in bonds approved pursuant to
section 411(a)(3) of that Act.

“(E) The Administrator is authorized to
make orants or enter into cooperative agree-
ments for a total of $8,000,000 for the Service
Corps of Retired Executives program author-
1zed by section 8(b)(1).

“(2) ADDITIONAL AUTHORIZATIONS.

“(A) IN GENERAL.—There are authorized

to be appropriated to the Administrator for fis-

S 3778 PCS1S
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cal year 2008, such sums as may be necessary
to carry out the provisions of this Act not else-
where provided for, including administrative ex-
penses and necessary loan capital for disaster
pursuant to section 7(b), and to carry out the
Small Business Investment Act of 1958, includ-

ing salaries and expenses of the Administration.

“(B) LaMITATIONS.—Notwithstanding any
other provision of this paragraph, for fiscal year
2008—

“(1) no funds are authorized to be
used as loan capital for the loan program
authorized by section 7(a)(21) except by
transfer from another Federal department
or agency to the Administration, unless the
program level authorized for general busi-
ness loans under paragraph (1)(B)(I) is
fully funded; and

“(11) the Administration may not ap-
prove loans on its own behalf or on behalf
of any other Federal department or agen-
¢y, by contract or otherwise, under terms
and conditions other than those specifically

authorized under this Act or the Small

Business Investment Act of 1958, except

S 3778 PCS1S
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that it may approve loans under section
7(a)(21) in gross amounts of not more

than $2,000,000.

“(f) FIscAL YEAR 2009.—

“(1) PROGRAM LEVELS.

The following pro-

oram levels are authorized for fiscal year 2009:

“(A) For the programs authorized by this
Act, the Administration 1is authorized to
make—

“(1) $80,000,000 in technical assist-

ance grants, as provided in section 7(m);

and

“(i1) $110,000,000 in direct loans, as

provided in 7(m).

“(B) For the programs authorized by this
Act, the Administration is authorized to make
$32,050,000,000 in deferred participation loans
and other financings, and of such sum, the Ad-

ministrator is authorized to make

“(1) $21,000,000,000 in general busi-
ness loans, as provided in section 7(a);

“(i1) $10,500,000,000 in certified de-
velopment company financings, as provided

in section 7(a)(13) and as provided in sec-
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tion 504 of the Small Business Investment
Act of 1958;

“(1) $500,000,000 in loans, as pro-
vided in section (7)(a)(21); and

“(iv) $50,000,000 in loans, as pro-
vided 1n section 7(m).
“(C) For the programs authorized by title

III of the Small Business Investment Act of

1958, the Administrator is authorized to

make
“(i) $700,000,000 in purchases of
participating securities; and
“(i1) $4,000,000,000 in guarantees of
debentures.
“(D) For the programs authorized by part
B of title IV of the Small Business Investment
Act of 1958, the Administrator is authorized to
enter into guarantees not to  exceed
$7,500,000,000, of which not more than 50
percent may be in bonds approved pursuant to
section 411(a)(3) of that Act.
“(E) The Administrator is authorized to
make grants or enter into cooperative agree-

ments for a total of $9,000,000 for the Service

S 3778 PCS1S
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Corps of Retired Executives program author-
ized by section 8(b)(1).
“(2) ADDITIONAL AUTHORIZATIONS.—

“(A) IN GENERAL.—There are authorized
to be appropriated to the Administrator for fis-
cal year 2009, such sums as may be necessary
to carry out the provisions of this Act not else-
where provided for, including administrative ex-
penses and necessary loan capital for disaster
pursuant to section 7(b), and to carry out the
Small Business Investment Act of 1958, includ-
ing salaries and expenses of the Administration.

“(B) LaimiTATIONS.—Notwithstanding any
other provision of this paragraph, for fiscal year
2009—

“(1) no funds are authorized to be
used as loan capital for the loan program
authorized by section 7(a)(21) except by
transfer from another Federal department
or agency to the Administration, unless the
program level authorized for general busi-
ness loans under paragraph (1)(B)(I) is
fully funded; and

“(i1) the Administration may not ap-

prove loans on its own behalf or on behalf

S 3778 PCS1S
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of any other Federal department or agen-
¢y, by contract or otherwise, under terms
and conditions other than those specifically
authorized under this Act or the Small
Business Investment Act of 1958, except
that 1t may approve loans under section
7(a)(21) in gross amounts of not more

than $2,000,000.7;

(4) in section 21—

(A) in subsection (a)(4)(C), by amending

clause (vi1) to read as follows:

“(vil) AUTHORIZATION OF APPROPRIA-

TIONS.

There are authorized to be appro-
priated to carry out this subparagraph—
“(I) $135,000,000 for fiscal year
2007,
“(II)  $140,000,000 for fiscal
year 2008; and
“(IIT)  $145,000,000 for fiscal
year 2009.”; and

(B) in subsection (¢)(3)(T), by striking

“October 1, 2006”7 and inserting “October 1,

2009”;

(5) in section 27(g)—

S 3778 PCS1S
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(A) in paragraph (1), by striking “fiscal
yvears 2005 and 2006”7 and inserting ‘“‘fiscal
years 2007 through 2009”; and
(B) in paragraph (2), by striking “fiscal
yvears 2005 and 2006”7 and inserting ‘“‘fiscal

years 2007 through 20097,

(6) in section 32(c¢), by striking ‘“‘to carry out
this section”” and all that follow through the period
at the end and inserting ‘“‘to carry out this section,
$2,000,000 for each of fiscal years 2007 through
2009.”; and

(7) in section 34(i), by striking “September 30,
2005 and inserting “September 30, 2009,

SEC. 102. OTHER REAUTHORIZATIONS.

(a) NEW MARKETS VENTURE CAPITAL PROGRAM.—
Section 368(a) of the Small Business Investment Act of
1958 (15 U.S.C. 689q(a)) is amended, in the matter pre-
ceding paragraph (1), by striking ““fiscal years 2001

through 2006 and inserting ‘‘fiscal years 2007 through

20097,
(b) GIFT ACCEPTANCE AND COSPONSORSHIP AU-
THORITY.—Section 132(¢) of the Small Business Reau-

thorization and Manufacturing Assistance Act of 2004 (15
U.S.C. 633 note) is amended by striking “October 1,
2006” and inserting “October 1, 2009,

S 3778 PCS1S
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SEC. 103. CONFORMING TECHNICAL CHANGE IN AVERAGE

SMALLER LOAN SIZE.

Section 7(m)(3)(F)(111) of the Small Business Act (15
U.S.C. 636(m)(3)(F)@Gi1)) 1s amended by striking
“$7,500” and inserting “$10,000".

SEC. 104. ACCURATE SUBSIDY MODEL.

Section 7(m) of the Small Business Act (15 U.S.C.

636(m)) is amended by adding at the end the following:
“(14) IMPROVED SUBSIDY MODEL.—The Ad-
ministrator shall develop a subsidy model for the
microloan program under this subsection, to be used
in the fiscal year 2008 budget, that is more accurate
than the subsidy model in effect on the day before
the date of enactment of this paragraph.”.
SEC. 105. INCLUSION OF PERSONS WITH DISABILITIES.

Section 7(m)(1)(A)(1) of the Small Business Act (15
U.S.C. 636(m)(1)(A)(1)) is amended by inserting ‘‘persons
with disabilities,” before “and minority”.

TITLE II—-NATIONAL PRE-

FERRED LENDERS PROGRAM
SEC. 201. NATIONAL PREFERRED LENDERS PROGRAM.

Section 7(a)(2) of the Small Business Act (15 U.S.C.
636(a)(2)) is amended by adding at the end the following:

“(E) NATIONAL PREFERRED LENDERS

PROGRAM.—

S 3778 PCS1S
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“(1) IN GENERAL.—The Administrator

shall establish a National Preferred Lend-
ers Program by regulation.

“(11) EXISTING PREFERRED LEND-

ERS.—Any preferred lender authorized by
the Administrator to operate as a preferred
lender on a national basis prior to the date
of enactment of the Small Business Reau-
thorization and Improvements Act of 2006,
shall continue that status to the extent
that the lender continues to meet the
qualifications for preferred lender status

under this section.”.

SEC. 202. MAXIMUM LOAN AMOUNT.

Section 7(a)(3)(A) of the Small Business Act (15

U.S.C. 636(a)(3)(A)) is amended by striking “$1,500,000

(or if the gross loan amount would exceed $2,000,000”

and inserting “$2,250,000 (or if the gross loan amount

would exceed $3,000,000.

SEC. 203. ALTERNATIVE SIZE STANDARD.

Section 3(a)(3) of the Small Business Act (15 U.S.C.

632(a)(3)) 1s amended—

(1) by striking “When establishing” and insert-

ing the following: “ESTABLISHMENT OF SIZE STAND-

ARDS.

S 3778 PCS1S




O o0 N N W Bk W =

|\ I O TR NG T NS R NS R e e T e T e T T
A W N = O VWV 00 N O B BN W NN = O

22

“(A) IN GENERAL.—When establishing”’; and

(2) by adding at the end the following:
“(B) ALTERNATIVE SIZE STANDARD.—

“(1) IN GENERAL.—Not later than 180
days after the date of enactment of this sub-
paragraph, the Administrator shall establish an
alternative size standard under paragraph (2),
that shall be applicable to loan applicants under
section 7(a) of this Act or under title V of the
Small Business Investment Act of 1958 (15
U.S.C. 695 et seq.).

“(i1)  CRITERIA.—The alternative size
standard established under clause (i) shall uti-
lize the maximum net worth and maximum net
mcome of the prospective borrower as an alter-
native to the use of industry standards.

“(i11) INTERIM RULE.—Until the Adminis-
trator establishes an alternative size standard
under clause (1), the Administrator shall use the
alternative size standard in section 121.301(b)
of title 13, Code of Federal Regulations, for
loan applicants under section 7(a) of this Act or
under title V of the Small Business Investment

Act of 1958 (15 U.S.C. 695 et seq.).”.
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SEC. 204. MINORITY SMALL BUSINESS DEVELOPMENT.

(a) IN GENERAL.—The Small Business Act (15

U.S.C. 631 et seq.) is amended—
(1) by redesignating section 37 as section 41;
and
(2) by inserting after section 36 the following:
“SEC. 37. MINORITY SMALL BUSINESS DEVELOPMENT.

“(a) OFFICE OF MINORITY SMALL BUSINESS DE-
VELOPMENT.—There is established in the Administration
an Office of Minority Small Business Development, which
shall be administered by the Associate Administrator for
Minority Small Business Development (in this section re-
ferred to as the ‘Associate Administrator’) appointed
under section 4(b)(1).

“(b) ASSOCIATE ADMINISTRATOR FOR MINORITY
SMALL BUSINESS DEVELOPMENT.—The Associate Ad-
ministrator—

“(1) shall be either—
“(A) an appointee in the Senior Executive
Service who 18 a career appointee; or
“(B) an employee in the competitive serv-
ice;
“(2) shall be responsible for the formulation,
execution, and promotion of policies and programs of

the Administration that provide assistance to small
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business concerns owned and controlled by minori-
ties;

“(3) shall act as an ombudsman for full consid-
eration of minorities in all programs of the Adminis-
tration (including those under section 7(j) and 8(a));

“(4) shall work with the Associate Deputy Ad-
ministrator for Capital Access to increase the pro-
portion of loans and loan dollars, and investments
and vestment dollars, going to minorities through
the finance programs under this Act and the Small
Business Investment Act of 1958 (including sub-
sections (a), (b), and (m) of section 7 of this Act
and the programs under part A and B of title III
and title V of the Small Business Investment Act of
1958);

“(5) shall work with the Associate Deputy Ad-
ministrator for Entrepreneurial Development to in-
crease the proportion of counseling and training that
coes to minorities through the entrepreneurial devel-
opment programs of the Administration;

“(6) shall work with the Associate Deputy Ad-
ministrator for Government Contracting and Minor-
ity Enterprise Development to increase the propor-
tion of contracts, including through the Small Busi-

ness Innovation Research Program and the Small
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Business Technology Transfer Program, to minori-
ties;

“(7) shall work with the partners of the Admin-
istration, trade associations, and business groups to
identify and carry out policies and procedures to
more effectively market the resources of the Admin-
istration to minorities;

“(8) shall work with the Office of Field Oper-
ations to ensure that district offices and regional of-
fices have adequate staff, funding, and other re-
sources to market the programs of the Administra-
tion to meet the objectives described in paragraphs
(4) through (7); and

“(9) shall report to and be responsible directly
to the Administrator.

“(¢) AUTHORIZATION OF APPROPRIATIONS.—There

are authorized to be appropriated to carry out this sec-
tion—

“(1) $5,000,000 for fiscal year 2007;

“(2) $5,000,000 for fiscal year 2008; and

“(3) $5,000,000 for fiscal year 2009.”.

(b) CONFORMING AMENDMENTS.—Section 4(b)(1) of

the Small Business Act (15 U.S.C. 633(b)(1)) i1s amended
in sixth sentence, by striking “Minority Small Business

and Capital Ownership Development” and all that follows
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through the end of the sentence and inserting ‘“Minority

Small Business Development.”.

SEC. 205. LOWERING OF FEES.

Section 7(a)(23) of the Small Business Act (15

U.S.C. 636(a)(23)) is amended by striking subparagraph

(C) and inserting the following:

S 3778 PCS1S

“(C) LOWERING OF FEES.—

“(1) IN GENERAL.—For loan guaran-
tees made or approved in each full fiscal
yvear after the date of enactment of the
Small Business Reauthorization and Im-
provements Act of 2006, if the fees paid by
all small business borrowers and by lenders
for guarantees under this subsection, or
the sum of such fees plus any funds made
available for the purpose of reducing fees
for loans under this subsection, as applica-
ble, 18 more than the amount necessary to
equal the cost to the Administration of
making such guarantees, the Administrator
shall reduce fees paid by small business
borrowers and lenders under clauses (1)
through (iv) of paragraph (18)(A) and

subparagraph (A) of this paragraph.
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“(i1) Maximum.—The fees paid by
small business borrowers and lenders for
cuarantees under this subsection may not
be increased above the maximum level au-
thorized under the amendments made by
division K of the Consolidated Appropria-
tions Act, 2005 (Public Law 108-447; 118

Stat. 3441).”.

TITLE III—SMALL BUSINESS
INVESTMENT ACT OF 1958
Subtitle A—Debentures and

Securities
SEC. 301. PARTICIPATING DEBENTURE COMPANIES.
Part A of title IIT of the Small Business Investment
Act of 1958 (15 U.S.C. 681 et seq.) is amended by adding
at the end the following:
“SEC. 321. PARTICIPATING DEBENTURE COMPANIES.

“(a) DEFINITIONS.—In this section:

“(1) EQUITY CAPITAL.—In this paragraph, the
term ‘equity capital’ means common or preferred
stock or a similar instrument, including subordi-
nated debt with equity features which is not amor-
tized and which provides for interest payments from
appropriate sources, as determined by the Adminis-

trator.
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“(2) GENERAL PARTNER.—The term ‘general
partner’ means an investor in a small business in-
vestment company that participates in the daily
management of the small business investment com-
pany, and may include a managing partner in a lim-

ited liability company.

“(3) GROSS RECEIPTS.—The term ‘gross re-
ceipts’ means any cash received by a small business
mvestment company, including investment proceeds
(both return of capital and profit), interest, divi-
dends, and fees, other than capital contributed by a
partner, the proceeds of the issuance of participating
debentures, and other money (if any) borrowed by
the small business investment company.

“(4) INTERIM FUNDING PROVIDER.—The term
‘interim funding provider’ means any entity that
provides funding guaranteed by the Administrator to
a licensed company in between the periodic pools
created by any trustee.

“(5) LICENSED COMPANY.—The term ‘licensed
company’ means a small business investment com-
pany authorized to issue participating debentures by
a license issued under section 301 for that purpose.

“(6) LaMITED PARTNER.—The term ‘limited

partner’” means an investor in a small business in-
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vestment company, other than the Administrator,
that does not participate in the daily management of
the small business investment company.

“(7) PARTICIPATING DEBENTURE.—The term
‘participating debenture’ means a debt security that
1s—

“(A) in a form prescribed by the Adminis-
trator that obligates the issuing company to

pay

“(1) on the seventh anniversary of the
date of issuance of the debenture, all ac-
crued interest on that debenture that has
not previously been paid;

“(11) semiannually thereafter, interest
accruing after the seventh anniversary of
the date of issuance of the debenture; and

“(i11) any other amount required by
this section; and
“(B) is subject to the terms and conditions

set forth in this section and to any additional
terms and conditions as may be prescribed by
the Administrator that are consistent with this
subsection.

“(8) PRIVATE COLLATERAL.—The term ‘private

collateral’” means any money that any private part-
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ner has contractually committed to invest in a li-
censed company during the most recent licensing of
the licensed company, but that has not yet been paid
to the licensed company.

“(9) TRUSTEE.—The term ‘trustee’ means an
entity that combines any securities, interests, or ob-
lications from licensed companies in the partici-
pating debenture program under subsection (b) into
pools and issues trust certificates.

“(10) TRUST CERTIFICATE.—The term ‘trust
certificate’ means a certificate issued by the trustee
that represents an interest in a particular pool of
any securities, interests, or obligations from licensed
companies in the participating debenture program.

“(11) TRUST CERTIFICATE HOLDER.—The
term ‘trust certificate holder’” means an investor that
purchases a trust certificate.

“(b) PARTICIPATING DEBENTURES PROGRAM.—

“(1) GUARANTEE OF PARTICIPATING DEBEN-

TURES.
“(A) REDEMPTION PRICE AND INTER-
EST.—The Administrator may guarantee the
payment of the redemption price and interest

on a participating debenture issued by a li-

censed company to the interim funding provider

S 3778 PCS1S
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under such terms and conditions as the Admin-

istrator shall establish, by regulation.

“(B) REPAYMENT IN DEFAULT.—The Ad-

ministrator may guarantee the repayment to

the interim funding provider in the event of a

default by a licensed company of the funds ad-

vanced by the interim funding provider to the

licensed company under the agreement between

the Administrator and the licensed company,

under such terms and conditions as the Admin-

istrator shall establish, by regulation.

“(C) TRUST CERTIFICATES.—The Admin-

istrator may guarantee the payment of the re-

demption price and interest on a trust certifi-

cate

issued by the trustee to the trust certifi-

cate holders under such terms and conditions as

the Administrator shall establish, by regulation.

“(2)

GUARANTEE FEE.—The Administrator

may charge a separate fee—

“(A) under paragraph (1)(A), to the in-

terim funding provider;

“(B) under paragraph (1)(B), to the li-

censed company; and

ce.
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“(3) ZERO-SUBSIDY.—Each of the fees author-
ized under paragraph (2) shall, when added to other
fees, be sufficient to reduce to zero the cost (as de-
fined in section 502 of the Federal Credit Reform
Act of 1990 (2 U.S.C. 661a)) of each corresponding
ouarantee in paragraph (1).

“(4) MATCHING PAYMENT STREAMS.—With re-
spect to any participating debenture issued by a li-
censed company, or with respect to any security
issued representing an interest in a pool of such se-
curities, the amount and schedule of—

“(A) the interest payment oblications of
the Administrator to the trust certificate hold-
ers shall be equal to the amount and schedule
of the interest obligations of the licensed com-
pany to the trust certificate holders; and

“(B) the principal redemption obligations
of the Administrator to the trust certificate
holders shall be equal to the amount and sched-
ule of the licensed company’s principal redemp-
tion obligations to the trust certificate holders.
“(5) INTEREST TO INTERIM FUNDING PRO-

VIDER.—
“(A) RIGHT TO RECEIVE INTEREST.—For

the advancing of monies to a licensed company
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under the license of that company, the interim

funding provider shall have the right to receive

interest from the licensed company.

“(B) AMOUNTS.—The interest authorized
under subparagraph (A) shall be calculated
based on the time period beginning on the date
on which the interim funding provider advances
the funding, and ending on the date on which
the interim funding provider provides the secu-
rities of the licensed company to a trustee for
the purpose of pooling those securities and sell-
ing interests in that pool.

“(C) COLLECTION OF INTEREST.—The in-
terim funding provider may collect interest re-
ferred to in this paragraph by withholding
money from the money advanced to the licensed
company by the interim funding provider.

“(6) MAXIMUM LEVERAGE.—Notwithstanding
any other provision of this subsection, the Adminis-
trator may not guarantee a new participating deben-
ture to be issued by a small business investment
company, and the company shall not make any dis-
tribution to its private investors, if immediately after
such issuance or distribution the aggregate unpaid

principal balance of the participating debentures
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issued by the company would exceed 100 percent of
the leverageable capital of the licensed company.

“(7) PURCHASE OF PARTICIPATING DEBEN-
TURES.—The Administrator may authorize a trust
or pool acting on behalf of the Administrator to pur-
chase participating debentures issued by a small
business investment company, under such terms and
conditions as the Administrator shall establish, by
regulation.

“(8) REDEMPTION.—Not later than 10 years
after the date on which it is issued, a participating
debenture shall be redeemed for an amount equal to
its outstanding principal balance plus any accrued
but unpaid interest on such participating debenture
as of the date on which it 1s redeemed.

“(9) INTEREST.—

“(A) IN GENERAL.—For purposes of this
subparagraph, interest on a participating de-

benture

“(1) 1s preferred and cumulative;

“(i1) 1s prepayable out of any gross re-
ceipts available for distribution; and

“(ii1) in any event, is payable at the
scheduled or accelerated maturity of the

participating debenture.
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“(B) INTEREST ON PRINCIPAL BAL-
ANCE.—Interest on the principal balance out-
standing of a participating debenture shall ac-
crue on a daily basis, and unpaid accrued inter-
est shall compound semiannually from the date
of issuance of the debenture, at a rate deter-
mined by the Secretary of the Treasury, taking
into consideration the current average market
vield on outstanding marketable obligations of
the United States with remaining periods to
maturity comparable to the average maturities
on such securities, adjusted to the nearest /s of
1 percent, plus an additional charge, in an
amount established annually by the Adminis-
trator, as necessary, when added to other fees,
to reduce to zero the cost (as defined in section
502 of the Federal Credit Reform Act of 1990
(2 U.S.C. 661a)) to the Administration of pur-
chasing and guaranteeing participating deben-
tures under this subsection, which may not ex-
ceed 1.5 percent per annum, and which shall be

paid to and retained by the Administration.

“(10) PAYMENT DEFAULTS.
“(A) IN GENERAL.—In the event of a fail-

ure of a small business investment company to
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pay any principal or interest on a participating
debenture when due (including any mandatory
prepayment out of gross receipts), the licensed
company shall be in default, and shall be sub-
ject to the provisions of subparagraphs (B)
through (D).

“(B) ACCELERATION.—The Administrator,
in addition to any other remedies, may demand
immediate payment of the principal balance and
accrued interest on any or all participating de-
bentures issued by the defaulting company.

“(C) DEFAULT RATE OF INTEREST.—The
interest rate on the participating debenture
with respect to which the payment default oec-
curred may increase, at the discretion of the
Administrator, by not greater than 50 basis
points from the date of the payment default,
and by not greater than an additional 50 basis
points on each 6-month anniversary of that
date, up to a maximum total increase of 300
basis points, until all of the payment defaults of
the defaulting company have been cured or
waived.

“(D) PRIVATE COLLATERAL.—The Admin-

istrator may apply the private collateral of the
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licensed company to pay any interest or prin-

cipal payment that has not been paid on time

according to the payment schedule for the li-

censed company.

“(11) LIQUIDATION OF LICENSED COMPANY.—
In the event of the liquidation of a licensed company
issuing participating debentures under this sub-
section, a participating debenture shall be senior in
priority for all purposes to any interest in the
issuing company, whenever created. In liquidation,
the private collateral of the licensed company may,
at the option of the Administrator, be applied to pay
accrued interest and principal of outstanding partici-
pating debentures.

“(12) DEFAULT OF A LICENSED COMPANY.—In
the event of the default of a licensed company
issuing participating debentures under this sub-
section—

“(A) a participating debenture shall be
senior in priority for all purposes to any inter-
est in the issuing company, whenever created;
and

“(B) at the option of the Administrator,
the private collateral of the licensed company

may be applied to pay accrued interest and
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principal on outstanding participating deben-

tures.

“(13) INVESTMENT OBLIGATION.—Any com-
pany issuing a participating debenture under this
subsection shall invest or commit to invest an
amount equal to the outstanding face value of such
participating debenture solely in equity capital.

“(14) OTHER DEBT.—A licensed company
Issuing a participating debenture under this sub-
section shall have no debt other than leverage ob-
tained in accordance with this Act, and temporary
debt in an amount equal to not more than 50 per-
cent of the private capital of the company.

“(15) USE OF PROCEEDS.—Unless otherwise

determined by the Administrator, a licensed com-
pany may use the proceeds of a participating deben-
ture issued by the company to pay the principal
amount and accrued interest due on outstanding
participating debentures issued by that company, if
the company has outstanding equity capital invested
in an amount equal to the amount being refinanced.
“(16) DISTRIBUTION OF GROSS RECEIPTS.—
“(A) IN GENERAL.—Except as otherwise
provided in this subsection, gross receipts, from

any source or however categorized for generally
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accepted accounting principles or tax account-
ing purposes, shall be utilized first for the pay-
ment of acerued interest on participating deben-
tures, then for repayment of participating de-
benture principal and contributed private cap-
ital, and finally for profit distributions, as pro-
vided in subparagraphs (B) through (G).

“(B) PAST DUE INTEREST AND PRIN-
CIPAL.—Gross receipts shall first be used, with-
in 10 days of receipt—

“(1) to pay any past due interest on
participating debentures issued by the Ii-
censed company; and

“(i1) when there is no past due inter-
est outstanding, to repay any past due
principal on such debentures (whether such
interest and principal are past due by their
terms or by acceleration).

“(C) MANDATORY INTEREST PREPAY-
MENT.—If no unpaid accrued interest or past
due principal is outstanding on any partici-
pating debenture issued by a licensed company,
the company shall use its gross receipts, not
later than the end of the calendar quarter in

which they were received (or the following cal-
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endar quarter, if received within 15 days before

the end of a calendar quarter) to prepay ac-

crued interest on the participating debentures

issued by the company, which prepayments will

be applied to such accrued interest in the order

m which such interest would otherwise become

due and payable.

S 3778 PCS1S

“(D) AMORTIZATION DISTRIBUTIONS.

“(1) IN GENERAL.—Except as pro-
vided in paragraph (17), if no unpaid ac-
crued interest or past due principal is out-
standing on any participating debenture
issued by a licensed company, the company
shall distribute its gross receipts—

“(I) to the Administration to am-
ortize outstanding participating de-
benture leverage; and

“(II) to its private investors.

“(11) PRO RATA DISTRIBUTION.—A
distribution under clause (i) shall be pro
rata according to the ratio of outstanding
participating debenture leverage to out-
standing leverageable capital at the time of

distribution.
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“(E)  POST-AMORTIZATION  DISTRIBU-

TIONS.—If no accrued interest or principal is
outstanding on any participating debenture
issued by a licensed company, and the company
has no outstanding leverageable capital, the
oross receipts of the company—

“(1) shall be distributed to the Admin-
istration in an amount equal to the profit
participation percentage of the total
amount being distributed, with the remain-
ing gross receipts distributed to the private
investors; and

“(i1) in the case of any post-amortiza-
tion distributions to the Administration
under this subparagraph, shall be deemed
to constitute ‘additional’ interest (not ‘ac-
crued’ interest).

“(F) MANAGEMENT EXPENSES.

For pur-
poses of calculating the amount to be distrib-
uted to the Administration under subparagraph
(E), except as otherwise prescribed by the Ad-
ministration, the management expenses of any
company which issues participating debentures
under this subsection shall not be greater than

2.5 percent of the combined capital of the com-
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pany per year, plus, in the case of a company

with combined capital of less than $20,000,000,

an additional $125,000.

S 3778 PCS1S

“(G) DEFINITIONS.—In this paragraph—

“(1) the term ‘combined capital’
means the aggregate amount of private
capital and outstanding leverage;

“(1) the term ‘profit participation
percentage’ means 50 percent of the lever-
age ratio, reduced by the weighted average
interest rate on the financing commitments
issued by the company;

“(i11) the term ‘leverage ratio’ means
the ratio of the aggregate amount of fi-
nancing commitment leverage previously
drawn by the company (including leverage
that has been repaid, and not solely the
maximum amount at any one time out-
standing, 1if different) to the aggregate
amount of capital previously contributed to
the company by private investors (not sole-
ly the maximum amount at any one time
outstanding, if different);

“(iv) the term ‘management expenses’

includes management fees and any addi-
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tional salaries, office expenses, travel, busi-
ness development costs, office and equip-
ment rental, bookkeeping, and the develop-
ment, investigation, and monitoring of in-
vestments paid by the licensed company,
but does not include the cost of services
provided by specialized outside consultants,
outside lawyers, and outside auditors, who
perform services not generally expected of
a venture capital company nor does such
term include the cost of services provided
by any affiliate of the company which are
not part of the normal process of making
and monitoring venture capital invest-
ments; and

“(v) the term ‘outstanding
leverageable capital’ means any ageregate
capital contributions received by a licensed
company from private investors which ex-
ceed ageregate distributions received by

the private investors from the company.

“(17) EXCEPTIONS TO ORDER OF DISTRIBU-

“(A) IN GENERAL.—Notwithstanding para-

oraph (16)(D), if no unpaid accrued interest
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(whether or not past due) and no past due prin-

cipal is outstanding on any participating deben-

ture issued by the licensed company, subpara-

oraph (B) through (D) of this paragraph shall

apply.
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“(B) TAX DISTRIBUTIONS.—

“(1) IN GENERAL.—The company may
make a special distribution of gross re-
ceipts or other cash to its private investors
without a corresponding distribution to the
Administration while principal is out-
standing on  participating  debentures
issued by the company, if—

“(I) the licensed company has an
Investment in a business (referred to
in this subparagraph as the ‘portfolio
company’) organized as a limited li-
ability company (referred to in this
subparagraph as an ‘LLC’) or as a
partnership;

“(IT) the portfolio company has
income which will be taxable to its
members or partners;

“(IIT)  the portfolio company

makes a distribution to 1ts members
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or partners in an amount equal to
their assumed tax liability on the
portfolio company’s taxable income
(referred to in this subparagraph as a
‘tax distribution’); or

“(IV) the small business invest-
ment company is itself a partnership
or an LLLLC, so that any portfolio com-
pany income allocated to it i1s reallo-
cated to the private investors, and it
is those private investors who are lia-
ble for payment of tax on that income
as if it was their own income, whether
or not they receive any cash in respect
of that income.

“(11) AUTHORITY TO MAKE DISTRIBU-

TION.—In circumstances  described in
clause (i), the issuing company may, quar-
terly, distribute to its private ivestors up
to an amount equal to the difference be-

tween—

“(I) the estimated aggregate
maximum tax liability of the private
investors on the income of portfolio

companies organized as LLLLCs or part-
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nerships during the preceding cal-
endar year; and

“(IT) the aggregate amount dis-
tributed to the private investors (other
than under this subparagraph) since
April 15 of the preceding calendar
year, but in no event more than the
ageregate amount of tax distributions
that the 1ssuing company received
from all of its portfolio companies

during the preceding calendar year.
“(C) EXPENSES.—A small business invest-
ment company may use its gross receipts to pay
previously incurred expenses (including manage-
ment fees) and other liabilities and it may, in
addition, retain additional gross receipts in an
expense reserve account in an amount which,
added to any existing expense reserve, does not
exceed su